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of the railroads can hardly be doubted; but neither can there 
be much room for doubt that the State, as a whole, would 
have been much more normally developed had the power of 
granting such subsidies been withheld from the local political 

units. 

C. E. Tinglet. 

University of Nebraska, Lincoln. 



THE "OVERPRODUCTION" FALLACY. 

It was asserted by Mill, in his Principles of Political Econ- 
omy,* that it is no part of the duty of economists to consider 
" how a market can be created for produce, or how production 
can be limited to the capabilities of the market," but that 
economists have only to study "how a sufficient production 
may be combined with the best possible distribution." Is this 
a true conclusion ? Are production and distribution the only 
proper subjects for the attention of economists, or should the 
methods by which demand and consumption may best be made 
to keep pace with production and distribution also receive 
attention? Have economists only to study how to promote 
production and facilitate distribution, or should they also 
investigate how to secure the full beneficial enjoyment of all 
that can be produced and distributed ? The different answers 
to these questions are said by Mill to " involve radically differ- 
ent conceptions of political economy, especially in its practical 
aspect " ; and it is consequently of fundamental importance 
that the economist should determine which of these answers 
and which of these conceptions is the true one. 

The proof of the correctness of the answer given by Mill 
to these questions is found by him in the alleged impossibility 
of "general overproduction," — in the impossibility of the ex- 
istence at any time of " a supply of commodities in the aggre- 
gate surpassing the demand," so that " purchasers cannot be 

* Principles of Political Economy, Book III. chap. xlv. § 4. 
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found at prices that will repay the cost of production with 
a profit."* 

Mill claimed that this " general overproduction " is, in the 
nature of things, an impossibility, that demand must always 
in the aggregate keep pace with supply, and that consequently 
demand and consumption may well be left to take care of 
themselves, and the economist need only study how to pro- 
mote and properly assort production and how to distribute the 
product. If, on the other hand, it is possible that the aggre- 
gate supply of commodities may be in excess of the aggregate 
of that demand which is prepared to repay the cost of produc- 
tion with a profit, then it plainly becomes the duty of the 
economist to consider what causes may bring about this result, 
and how the equality of the aggregates of supply and of 
demand, when disturbed, may be restored. 

The doctrine of the impossibility of general overproduction, 
being the foundation upon which conclusions so important are 
built, calls for the most careful scrutiny. And, first, it becomes 
important to discover exactly what Mill meant by "general 
overproduction." Unfortunately, he gave no clear definition 
of the meaning of the term ; and we are left to extract his idea 
of that meaning from his general discussion of the subject. 
Let us, then, examine, first, what Mill has said regarding 
the nature of simple overproduction, — i.e., the overproduction 
of a single commodity, — and afterwards we can pass to the 
consideration of the more complex idea of general overproduc- 
tion. 

Fortunately, we find in Mill what amotints to a definition of 
"over-supply," a term by which he expressed the result of 
" overproduction." He states that " dearth or scarcity, on the 
one hand, and over-supply, or, in mercantile language, glut, 
on the other, are incident to all commodities. In the first 
case, the commodity affords to the producers or sellers, while 
the deficiency lasts, an unusually high rate of profit : in the 
second, the supply being in excess of that for which a demand 
exists at such a value as will afford the ordinary profit, the 
sellers must be content with less, and must in extreme cases 

* Principles of PoUtical Economy, Book III. chap xiv. §§1,4 
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submit to a loss." * From this statement we may fairly 
assume that Mill's idea of overproduction was this, — a produc- 
tion which affords a supply in excess of that for which a 
demand exists at such a value as will afford the ordinary profit, 
while by the corresponding term, underproduction, he meant 
a production which affords a supply so deficient in amount 
that the demand affords to the producer an unusually high 
rate of profit. These definitions leave us, however, in some 
doubt as to the standard by which the profit, which is thus 
made the test of overproduction, is to be measured. A slight 
examination, however, will suffice to show that the profit, 
which is to be regarded in determining whether a product has 
or has not been overproduced, is not a profit above the actual 
cost of the product, but a profit above what it would cost at 
the time of the sale to reproduce the product; for it often 
happens that, by reason of improved mechanical processes, 
the producer of a commodity, which has not been produced 
to an excessive amount, is forced, by the competition of the 
producers of the later and cheaper article, to dispose of his 
own product without profit, or at a loss as compared with 
the actual cost of its production. In such case, however, 
the producer properly attributes his failure to secure a profit 
to the change in the methods of production, and not to 
any excessive amount of production. If, however, a com- 
modity will not sell at the ordinary profit over what it costs 
at the time of sale to reproduce it, there is certainly the best 
of evidence that there has been an excessive production, result- 
ing in an excessive supply, of the commodity, — a production 
which is mistaken and in error solely as to the amount pro- 
duced, and which is, therefore, properly called an overproduc- 
tion. 

"We thus reach the following definition of overproduction; 
namely, a production resulting in a supply in excess of that for 
which a demand exists at such a value as will afford the ordi- 
nary profit over what the reproduction of the commodity would 
cost. This definition of overproduction corresponds, as we 
believe, with the idea of it held by Mill, and also with the 

* Principles of Political Economy, Book III. chap. xiv. § 1 



NOTES AND MEMORANDA 355 

ordinary idea of the practical man of business, who, to state 
this matter shortly, considers that a commodity has been over- 
produced when it would not pay to increase the supply of it.* 

The kind of demand above referred to — namely, the demand 
for a commodity at such a value as will afford the ordinary 
profit over the necessary cost of its reproduction — will, in order 
to avoid unnecessary verbiage, be referred to in this paper 
simply as " adequate, demand" 

If such be the meaning of overproduction, as applied to a 
single commodity, what is meant by "general overproduc- 
tion " ? Let us look first for such light on this point as we can 
obtain from Mill. His statement is that, " because this phe- 
nomenon of over-supply, and consequent inconvenience or loss 
to the producer or dealer, may exist in the case of any one 
commodity whatever, many persons, including some distin- 
guished political economists, have thought that it may exist 
with regard to all commodities, — that there may be a general 
overproduction of wealth, a supply of commodities in the 
aggregate surpassing the demand" ; and he says further that 
these mistaken economists "agree in maintaining that there 
may be, and sometimes is, an excess of productions in general 
beyond the demand for them, and that, when this happens, 
purchasers cannot be found at prices which will repay the cost 
of production with a profit." f To prevent any possible mis- 
understanding, it may here be remarked that it is evident that 
Mill did not by general overproduction mean an overproduc- 
tion of every individual product, nor indeed an overproduction 
of a majority of products, but an aggregate of production of 
all products in excess of the aggregate of adequate demand 
for all products ; in other words, an overproduction of one or 
more products without any corresponding and equivalent under- 
production of some other product or products. That this is 
Mill's idea is shown further by his statement that, when econ- 

* Except for the fact that the above definition follows the form of expres- 
sion adopted by Mill, we should prefer the following as a definition of overpro- 
duction : — a production of a commodity creating a supply in excess of that for 
which a demand exists, which is prepared to give in exchange for the commodity 
an amount of labor of the time of the exchange equal to the amount of labor 
which would be required for the reproduction of the commodity. 

t Principles of Political Economy, Book III. chap. xiv. § 1. 
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omists mistakenly suppose that general overproduction exists, 
the real trouble is that the producer " has produced a thing 
not wanted instead of what was wanted. . . . There is no over- 
production. Production is not excessive, but merely ill- 
assorted." * 

The question of the possibility of general overproduction is 
thus reduced to this form. Is it possible that there should 
exist at any time an overproduction of one or more products, 
unless there is at the same time a corresponding underproduc- 
tion of some other product or products ? In other words, is it 
possible that one product should be selling for less than the 
ordinary profit over the cost of its reproduction, unless some 
other product is at the same time selling at more than the 
ordinary profit over the cost of its reproduction ? Such is the 
question which we have now to consider. 

In examining this question, we shall for the present pass 
by the somewhat complicated arguments by which Mill and 
others have endeavored to show that general overproduction is 
not possible, and shall offer an argument by which we think 
it can be shown affirmatively that general overproduction is 
possible. For the purposes of this argument we lay down the 
following proposition : — 

If at any time there is a production of a commodity not 
based upon and strictly proportioned to the adequate demand 
for it, but, with the knowledge of the producer, in excess of that 
demand, then there may at such time be an overproduction of 
that commodity and no corresponding underproduction of any 
other commodity. In other words, there may be in such case a 
general overproduction. 

In proof of this proposition, it would seem that it should be 
sufficient to say that, if, in addition to such production as is 
based on and proportioned to adequate demand, there is an- 
other and further production which goes on regardless of that 
demand, then it is evident that there can be no reason why 
the aggregate of production may not exceed the aggregate of 
demand ; or, in other words, no reason why an underproduc- 

* Principles of Political Economy, Book III chap, xiv § 3 By " overproduc- 
tion" in this passage Mill evidently means "general overproduction " 
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tion should necessarily accompany every overproduction. As, 
however, this general statement of the argument may not be 
satisfactory to all minds, the following more extended argu- 
ment is offered. 

We will suppose that all producers are divided into two 
classes ; namely, class A, which produces only in order to 
meet the adequate demand for its products, and class B, which 
produces, in part at least, for some other purpose and with 
some other incentive to its action. Under these circumstances, 
it is plain that the motives which lead class B to produce may 
lead to an overproduction of the products of that class. Must 
there necessarily be at the same time an underproduction of 
the products of class A ? Clearly not. We may assume that 
immediately before the overproduction of class B began there 
was no underproduction of the products of class A. Is there 
any possible reason why the commencement of the overpro- 
duction of class B should cause an underproduction to begin 
to exist in the products of class A? In order that there 
should be such underproduction, either the adequate demand 
for the products of class A must increase, or the production of 
those products must diminish to an extent greater than any 
diminution of the adequate demand for them. But the fact that 
class B has begun to lose the profit arising from its own pro- 
duction cannot cause its adequate demand for the products of 
class A to increase, but will rather cause that demand to di- 
minish. And certainly there is nothing in the misfortunes of 
class B to increase the adequate demand of class A for its own 
products. Therefore, we may conclude that there is nothing 
in the overproduction of class B to increase the adequate de- 
mand for the products of class A. It only remains for us to 
see whether this overproduction can by possibility cause such 
a diminution of the production of class A as will reduce that 
production to an underproduction. But here, again, it is 
plainly impossible to suggest any reason why that production 
should thereby be reduced in amount, except only so far as 
such a result might be caused by a reduction of the adequate 
demand for the products of class A ; but this reduction, being 
only in proportion to the reduction of that demand, would 
plainly not cause an underproduction. Thus we reach the 
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conclusion that there may be an overproduction not accom- 
panied by an underproduction ; or, in other words, that there 
may be a general overproduction, provided that it be possible 
that there should at any time be a production not proportioned 
to, but knowingly in excess of, adequate demand. 

We are thus brought to consider whether this production in 
excess of adequate demand may actually exist, and we reach 
our second proposition, which is as follows : — 

A production of a commodity not based upon and strictly 
proportioned to the adequate demand for the product, but, with 
the knowledge of the producer, in excess of that demand, may 
arise, and has, in some cases, actually arisen, when machinery 
for the production of the commodity has been created with a 
capacity of production in excess of the adequate demand for 
the product. 

That many kinds of such machinery, with an excessive ca- 
pacity of production, have actually been created in recent 
years, is a fact so widely known that it can hardly be disputed. 
And when this excessive machinery is, as is usually the case, 
the property of different competing producers, the now famil- 
iar result is brought about that these competitors find at last 
that there is no adequate demand for all their products. 
Some producer's machinery must stop its work, or all the pro- 
ducers will be forced to dispose of their product at less than 
the ordinary profit, or even at a loss. But stoppage itself 
involves a loss, and ordinarily a greater loss than continued 
production. The owner of idle machinery has upon his hands 
a costly article of property, which involves him in continual 
expense for its care, and for its protection from the weather, 
from fire, and from thieves, and which, in spite of all that he 
can do to preserve it, will rapidly deteriorate through rust and 
decay. He will also, in allowing his machinery to stop, suffer 
a further, and in most cases a more serious, loss from parting 
with and scattering beyond recall the skilled workmen who 
have been running that machinery, and from driving the cus- 
tomers, who have been in the habit of buying his products, to 
seek elsewhere for their usual supply ; and it is well known 
that a course of trade once diverted is not easily restored to 
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its old channel. Under these circumstances, it is evident that 
a large and powerful body of producers — namely, the owners 
of the machinery of production — may well be brought, and in 
many recent cases have actually been brought, to the creation 
of products to an amount not based upon and strictly propor- 
tioned to the adequate demand for those products, but based 
mainly on their own desire to save and protect their machinery 
and their business. In order to save and protect these impor- 
tant elements of wealth, men are ready and willing to main- 
tain a production which not only involves no profit, but which 
often brings to them actual loss. Thus we find it to be true 
that there may be a production which is, with the knowledge 
of the producer and intentionally, in excess of adequate de- 
mand; and the conclusion is reached that there may be an 
overproduction without any corresponding underproduction, 
or, in other words, that there may be a general overproduction. 

The same conclusion may be reached by a shorter, and per- 
haps to some a more satisfactory, argument, as follows: If 
men were ready to engage in production, not solely in order 
to meet the adequate demand for products, but also that they 
might gratify a desire for muscular exercise, it surely could 
not be denied that production in the aggregate might in such 
case be brought to exceed the aggregate of adequate demand. 
And the result cannot be different if that which men desire to 
keep active in the work of production is not their natural 
muscles, but the machinery which serves as an artificial aid to 
those muscles. 

The actual working of the process by which, first, an exces- 
sive amount of machinery is created, and afterwards that 
machinery is run at a loss by its owner in his desire to save 
himself from the greater loss that would result from its stop- 
page, has been well described by Mr. Andrew Carnegie, a 
practical manufacturer, widely known and of recognized 
ability, in an article on " Trusts," in the North American 
Review for February, 1889. Mr. Carnegie there says (pp. 141, 
142): — 

A demand exists for a certain article, beyond the capacity of existing 
works to supply it. Prices are high, and profits tempting. Every manu- 
facturer of that article immediately proceeds to enlarge his works and 
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increase their producing power. In addition to this, the unusual profits 
attract the attention of his principal managers, or of those who are inter- 
ested to a greater or less degree in the factory. These communicate the 
knowledge of the prosperity of the works to otheis. New partnerships 
are formed, and new works are erected, and before long the demand for 
the article is fully satisfied, and prices do not advance. In a short time 
the supply becomes greater than the demand: there are a few tons or yards 
more in the market for sale than are required, and the prices begin to fall. 
They continue falling until the article is sold at cost to the less favorably 
situated or less ably managed factory, and even until the best managed 
and best equipped factory is not able to produce the article at the price at 
which it can be sold Political economy says that here the trouble will end. 
Goods will not be produced at less than cost. This was true when Adam 
Smith wrote; but it is not quite true to-day When an article was pro- 
duced by a small manufacturer, employing, probably at his own house, two 
or three journeymen and an apprentice or two, it was an easy matter for 
him to limit or even to stop production As manufacturing is carried on 
to-day, in enormous establishments, with five or ten millions of capital 
invested, and with thousands of workers, it costs the manufacturer much 
less to run at a loss per ton or yard than to check his production. Stop- 
page would be serious, indeed. The condition of cheap manufacture is 
running full. Twenty sources of expense are fixed charges, many of 
which stoppage would only increase. Therefore, the article is produced 
for months, and in some cases that I have known for years, not only 
without profit or without interest upon capital, but to the impairment of 
the capital invested Manufacturers have balanced their books year 
after year, only to find their capital reduced at each successive balance. 
While continuing to produce may be costly, the manufacturer knows too 
well that a stoppage would be ruin. 

Mr. David A. Wells has made a similar statement in his 
Recent Economic Changes (p. 73), as follows : — 

It was formerly a general assumption that, when price no longer 
equalled the cost of production and a fair profit on capital, production 
would be restricted or suspended, that the less favored producers would 
be crowded out, and by the relief thus afforded to the market normal 
prices would be again restored. But this doctrine is no longer applicable 
to the modern methods of production. Those engaged in great indus- 
trial enterprises, whether they form jomt-stock companies or are simply 
wealthy individuals, are invested with such economic powers that none 
of them can be easily pushed to the wall, inasmuch as they can continue 
to work under conditions that would not permit a small producer to 
exist Examples are familiar of joint-stock companies that have made 
no profit and paid no dividends for years, and yet continue active opera- 
tions The stockholders are content if the plant is kept up and the work- 
ing capital preserved intact; and, even when this is not done, they prefer 
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to submit to assessments or to issue preferred shares and take them up 
themselves rather than go into liquidation, with the chance of losing 
their whole capital. Another feature of such a condition of things is 
that the war of competition, in which such industrial enterprises are 
usually engaged, is usually carried on by a greater and greater extension 
of the market supply of their products. . . . Under such circumstances, 
industrial overproduction, manifesting itself in excessive competition to 
effect sales and a reduction of prices below the cost of production, may 
become chronic* 

It would seem, then, to be a fact beyond dispute that there 
exists a large and powerful class of producers — namely, the 
owners of the more important and more costly machinery of 
production — who have actually in recent years produced 
knowingly in excess of the adequate demand for their prod- 
ucts, — who have produced not solely for the purpose of 
meeting and satisfying that demand, but for another and dis- 
tinct purpose, — namely, to save their machinery and their 
business, — a class, in a word, who have actually answered to 
the description given above of the supposed class B, and whose 
overproduction, if the argument given above is sound, is not 
necessarily offset and compensated for by any corresponding 
underproduction. That there could be such a class of pro- 
ducers — that any material production could be called into 
existence except such as had for its sole purpose the meeting 
and satisfying of what we have called adequate demand — was 
not considered possible by Mill, when he developed his theory 
of the impossibility of general overproduction. Whoever reads 
his various arguments in support of that theory will see that all 
those arguments are based on the assumption that production 
is always based on and proportioned to adequate demand, and 
that, when adequate demand ceases, production must neces- 
sarily stop also. It is strange, however, that so acute a 
reasoner as Mill should have failed to see that, even if it were 
true, as he claimed, that production stops when adequate 
demand ceases, he was not entitled to draw therefrom his con- 
clusion that it is no part of the duty of the economist to con- 

* An explanation of the manner in which an excessive production of machinery 
may cause a production in excess of adequate demand, substantially similar to 
the statements quoted above from Mr. Carnegie and Mr. Wells, was previously 
made by the author of this article in a pamphlet published in 1887, and entitled 
Overproduction and Commercial Distress. 
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sider "how a market can be created for produce." For, even 
if it were true that production cannot get in advance of de- 
mand, want of demand might hold production back, produc- 
tion might be restricted by the want of a market, and increase 
of production, which Mill thought should be the economist's 
chief aim, might be promoted by the creation of a " market for 
produce." 

With Mill's doctrine of the impossibility of general overpro- 
duction falls, by his own admission, his whole conception of 
Political Economy, and we are required to adopt what he 
calls " a radically different conception " of that science. We 
are forced to recognize that it is a part of the duty of the 
economist to study a subject from which Mill wholly excluded 
him ; namely, " how a market can be created for produce, or 
how production can be limited to the capabilities of the 
market." As we find it to be true that production in the 
aggregate may be in excess of adequate demand in the aggre- 
gate, and as from such inequality commercial distress must 
arise, it plainly becomes our duty to study how this inequal- 
ity, when it exists, may best be removed, and how the lost 
equality may best be restored. It is evident that this equality 
can be restored only in one of two ways, — either by reducing 
production or by increasing adequate demand ; but these two 
results, the reducing of production and the increasing of de- 
mand, may be reached by various means, and it is the duty of 
the economist to study carefully the different methods by 
which the desired end may be attained, and to select those 
which are, on the whole, the most beneficial in their operation. 

On the one hand, production may be diminished by wars, 
riots, floods, and conflagrations, by the refusal of mankind to 
avail itself of the assistance of labor-saving machinery, by the 
enforced idleness of large classes of people, — as by preventing 
convicts in prisons from performing useful labor, — by reduc- 
ing the hours of labor through the adoption of eight-hour laws 
or otherwise, or by the closing of factories and the stoppage 
of machinery, — a result which has frequently been brought 
about in recent years through combinations of manufacturers 
in so-called " trusts," whereby the machinery of one or more 
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of the producers of a commodity has been kept idle at the 
joint expense of all the producers of that commodity. 

On the other hand, adequate demand may be increased by 
the action of government in waging costly and destructive 
wars, in maintaining large armies and navies in time of 
peace, and in the erection of costly public buildings and public 
works. It may also be increased by a more liberal expendi- 
ture on luxuries by the richer classes, or by a more generous 
use of wealth in charities for the poor. A larger enjoyment 
of the comforts of life by the poorer classes would also increase 
adequate demand, but this mode of increase is not dependent 
on the simple volition of the poor themselves ; for before they 
can increase their demand it is necessary that they should 
receive increased wages, or at least wages which, if not larger 
as measured in currency, will be larger in purchasing power. 
And, finally, adequate demand may be increased through the 
opening of new fields for the investment of capital, — as would 
happen, for example, if a new mode of transportation were 
invented which should serve as a substitute for railroads. 

Most of these methods of increasing the aggregate of ade- 
quate demand or of diminishing the aggregate of production 
are evidently remedies that are worse than the disease for 
which a cure is sought. There are, however, at least two of 
these suggested remedies that may well be worthy of our care- 
ful attention. If we can relieve the troubles of the time by 
increasing the consumption of comforts and luxuries by the 
poor or by reducing their hours of labor, or if we can effect a 
combination of these two remedies, whereby the poor shall 
both enjoy more and labor less, — shall have more to enjoy 
and more time for enjoyment, — a good result will surely be 
accomplished. At all events, we may conclude that this new 
conception of the true province of Political Economy opens 
for us new and unexplored fields of thought, worthy of our 
careful and earnest consideration. 

Uriel H. Crocker. 



